INTRODUCTION
This chapter reviews Marshall's monetary theory under the two main headings of the quantity theory and the trade cycle. This is in preparation for the following chapter which considers the Marshallian research programme. The discussion is concerned only with the domestic economy, and no consideration is given to the international aspects of the theory; for example the determination of exchange rates, the effects of balance of payments disequilibria, and fluctuations in international activity and credit.
Each section starts by outlining the 'Marshallian' position. Subsequent parts consider the development of this position through Marshall's work thereby giving a greater elaboration of his thought.
In reviewing Marshall's work on money and credit in its relation to subsequent generations of Cambridge economists and theories there is a particular problem. Marshall's only textbook on money, Money, Credit and Commerce was published very late in his life, in 1923, at a time when the next generation of Cambridge economists was already well established, and, as we shall argue, the research programme was nearing the limits of its development. The problem is thus: to what extent was Marshall in Money, Credit and Commerce influenced by his pupils, and to what extent does the book reflect Marshall's thinking and teaching at an earlier date-i.e. in the formative years of the next and later generations.
From the following sections it can be seen that in most important respects Money, Credit and Commerce was based on Marshall's earlier work. In some cases, such as with the 1871 manuscript on money, it was very likely that Marshall had looked over his earlier work when preparing the book for publication. None the less he did not ignore the work done by his pupils, and others, up to the date of publication. In some manuscript notes dated 14 August 1920 Marshall adds the following comment to some notes on fluctuations: 'Make large use of Dennis H. Robertson. Probably quote from him' (Marshall Papers, red box 2 -the reference is to Robertson's first book on industrial fluctuations (1915)).
The ability to combine elements from Marshall's early work in the late nineteenth century and some of the latest developments in Cambridge thought underlines the programmatic evolution of Cambridge thought, since the later work was logically related to the same hard core as Marshall's own. This, of course, makes it important not only to consider Marshall's final position but also, though briefly, the development of that position.
MARSHALL ON THE INTERNAL VALUE OF MONEY
Marshall believed that the value of money was determined by the forces of supply and demand, as in his general theory of value. This led him to a quantity theory. Although he used the classical 'M. V = P. T formulation at times, he said of it;
This identical statement does not indicate the causes that govern the rapidity of circulation of currency: to discover them we must look to the amounts of purchasing power which the people . elect to keep in the form of currency (Marshall, 1923, p. 43) This brought Marshall to a different formulation of the quantity theory, the cash balances approach, which can be found in his earliest extant manuscript on the subject, dated 'about 1871' . 1 Marshall considered the demands for money, the motivations for holding cash balances. He advanced a transactionary and a precautionary motive, although these two were not distinguished very well. There was also a speculative motive, which, for the most part, was concerned with hoarding. The demands for cash balances were brought into a direct relationship with the rate of interest and the utility of extra consumption by the process of the 'balancing of advantages'. Desired real cash balances were brought into equality with the actual stock of money by changes in the value of money, i.e. the general price level, other things being equal.
Thus if 'other things are equal' there is a proportionality between increases in the supply of money and changes in the price level. However Marshall was always at great pains to point out that other things are rarely, if ever, equal. Thus the analysis turned to the public's desire to hold cash balances, and how this will be affected by
